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1 . TAX BUREAU AT MOF HAS BEEN STUDYING ADVANTAGES AND DISADVAN- 
TAGES OF INTRODUCING VAT IN JAPAN FOR THE PAST SIX YEARS. IN 
THAT CONNECTION MOF ASSIGNED TAX BUREAU OFFICIALS TO GERMANY AND 
U.K. FOR UP TO SIX MONTHS SEVERAL YEARS AGO TO STUDY INTRODUCTION 
AND IMPLEMENTATION OF THEIR VALUE ADDED TAX SYSTEMS. ARGUMENTS FOR 
INTRODUCTION EVIDENTLY REMAIN VALID ALTHOUGH GOJ UNLIKELY TO DO 
LIMITED OFFICIAL USE 

LIMITED OFFICIAL USE 

PAGE 02 TOKYO 02226 131315Z 

ANYTHING UNTIL JFY 77 AT EARLIEST. TAX COMMISSION HAS RECENTLY 


Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 04 MAY 2006 



Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 04 MAY 2006 


RECOMMENDED ITS ADOPTION SOMETIME IN THE FUTURE. 

2. FOR MANY YEARS MOF HAS BEEN CONCERNED ABOUT THE HIGH AND RISING 
PROPORTION OF DIRECT TAXES IN OVER AT, I. NATIONAL TAX RECEIPTS. 

PRESENT RATION IS 75-80 PERCENT OF TOTAL TAX RECEIPTS COMPARED 
WITH SAME RATION OF INDIRECT TAX RECEIPTS BEFORE WORLD WAR II. 
PROBLEM WITH HIGH DIRECT TAX RECEIPT RATION IS THAT PUBLIC PSHCHO- 
LOGICALLY FEELS AND COMPLAINS THAT IT IS CARRYING HEAVY TAX BURDEN. 
INCREASE IN PERSONAL EXEMPTION ALMOST EVERY YEAR CONSIDERED BY 
PUBLIC AS OFFSET TO INFLATION. NOT AN EASING OF TAX BURDEN. MOF 
OFFICIALS FULLY REALIZE THIS IS PURELY PSYCHOLOGICAL AND THAT RATIO 
OF TAXES TO NATIONAL INCOME IN JAPAN IS ONE OF LOWEST AMONG INDUS- 
TRIAL COUNTRIES. NEVERTHELESS THERE IS A GENUINE DESIRE OVER THE 
LONG-TERM TO CREATE BETTER BLANCE BETWEEN RATION OF DIRECT AND 
INDIRECT TAXES. 

3. AT PRESENT GOJ IMPOSES RELATIVELY NEW INDIRECT TAXES. MOST RE- 
CEIPTS COME FROM LIQUOR, GASOLINE AND TAXES ON CONSUMER DUR- 
ABLES AND LUXURY ITEMS. MOF FEELS THAT OF THE VARIOUS FORMS OF IN- 
DIRECT TAXATION VAT IS SUPERIOR. 

4. MOF CONSIDERS VAT AN EFFICIENT TAX COLLECTION SYSTEM AND SEES 
NO PROBLEM OF IMPOSING IT IN JAPAN. MAJOR BUSINESS GROUPS FAVOR IT 
AND THERE CAN BE EXCEPTIONS FOR THE VERY SMALL BUSINESSMAN. IN 
PAST PROBLEM HAS BEEN THAT ECONOMIC CONDITIONS WERE INAPPROPRIATE 
FOR ITS INTRODUCTION. NOW THAT THE BUDGET WILL BE IN DEFICIT FOR 
SEVERAL YEARS, THAT SITUATION HAS CHANGED AND INTRODUCTION IS APPR- 
OPRIATE. NEVERTHELESS MOF OFFICIALS FULLY RECOGNIZE THAT UNLIKE 
EXPERIENCE IN GERMANY OF U.K. INTRODUCTION OF VAT IN JAPAN WILL 

IN ALL PROBABILITY HAVE A VERY LARGE IMPACT ON PRICES. THIS IS ONE 
REASON WHY DISCUSSIONS OF ADVANTAGES AND DISADVANTAGES OF VAT 
REMAIN VERY LIVELY WITHIN GOJ. EVIDENTLY ONE POSSIBILITY BEING 
CONSIDERED IS TO COMPUTE AND PUBLISH CONSUMER PRICE INDEX EXCLU- 
DING VAT. 

HODGSON 
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